‘UhﬁndSansGknenuzumounﬁngﬁnnCQl;gfigj’ )

L ke e e mmecas 4 s e e e

Testimony

Release on
Delivery
Expected at

2 pam.
Wednesday
March 23, 1988

fnstinates of Potential Savings By Retiring
Two Aircraft Carriers Early

Statement of
Bill W. Thurman, Deputy Director for Planning and

Reporting
National Security and International Affairs

Division

Before The Subcommittee on Projbction
Forces and Regional Defense

Committee on Armed Services
U.S. Senate

|

il

135411

il

OM LA~ |35 L(/l

GAO/T-NSIAD-88-16




bl

L
b

Mr. Chairman and members of the Subcommittee, we welcome the
opportunity to be here today.

The National Defense Authorization Act for Fiscal Years 1988 and
1989, directed the Department of Defense to study the direct and
indirect cost savings that could be achieved by decqmm1§51on1ng one

older aircraft carrier in 1990 when the U.S.S. Abraham Lincoln is

brought into the fleet and a second older carrier in 1992 when the

U.S.S. George Washington is commigssioned, and by deactivating an

existing air wing in 1990. The net effect of this proposal, if
implemented, would be to delay until 1997 reaching the goal of

having 15 deployable aircraft carriers in the fleet,

- In addition to the DOD study, you by asked that we and the

Congressional Budget Office (CBO) independently develop estimates
of direct and indirect cost savings for this proposel--assuming the

carriers retired early would be the U.S.S. Coral Se§ and U.S.S.

Midway. The Committee also asked us to make other assumptions

about the rate at which ship construction would continue in an

~effort to overcome existing ship shortfalls, whether aircraft would

be retired or used to offset aircraft shortfalls, and whether
indirect operating and support costs would be avoided. Using three
different sets of assumptions, we calculated three savings
estimates. While these estimates were independently developed, you
also asked that we coordinate our efforts with those of CBO and

DOD, which we have done.




A wide range of savings estimates can be calculated for the early
retirement proposal depending upon the a$sumptions used. (See
figure 1 pelow, and Appendix I.) For example, estimates differ
depending upon the rate at which fleet modernization and expansion
would continue, whether aircraft would be retired or used to fill
existing shortfalls, and whether indirect--as well as direct~--
operational and support costs would be avoided. Savings estimates
also vary among GAO, CBO, and DOD because different estimating
methods and data sources were used. For example, we relied
primarily on data from the Navy's Visibility and Management of

Operating and Support Cost reports--known as VAMOSC-Air and VAMOSC-

Fig. 1. Potential Savings Estimates
Coral Sea and Mkiway Early Retirement’ - :
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Ships. These reports compile actual expenditures for ships and
ajircraft. We also used budget and other data in ourganalysis. We
understand that CBO primarily used data from its Def;nse Resources
Model which uses aggregated proéram elements from th; Department of
Defenge's Five Year Defense Plan (FYDP). Appendix I& provides a

listing of assumptions we used in calculating our three cases.

SAVINGS ESTIMATES

The potential savings estimates we calculated over the 7-year
period, fiscal years 1990 through 1997, range from a low of about
$1l.1 billion to a high of about $5.1 billion in budget authority.
(See Table III.l in Appendix III) Outlay savings would be slightly

less due to the slower spend-out rates for some accounts.

Case I

Our case I generally parallels the DOD savings estimates and its
assumptions about fleet shortfalls and modernizatioﬁ requirements~-
although this in no way implies that ﬁOD endorses the early
retirement proposal. This case assumes that there would be no
indirect cost savings, such as shore base support aﬁd retired pay
accrual costs. This assumption was based on the Na&y's contention
that indirect cost savings, if measurable at all, wéuld be of such
short duration as to be negligible. This case also assumes that

aircraft from the deactivated wing would be redistributed to meet




s
i
§
i
i

the needs in other air wings, and that fleet modernization and
expansion efforts would continue with no delays in pﬁanned
procurement of ships, aircraft, or munitions. Milit%ry personnel
from the Midway and Coral Sea would be reassigned togfill personnel

shortfalls.

These assumptions produce a savings estimate of $1.1 billion in
budget authority and $950 million in outlays for fiscal years 1990
through 1997. 1In this case operating and support outlays would

decrease by an average of approximately $136 million per year.
These savings estimates are shown on Table III.2 in Appendix III.

CASE II

The estimated budget authority and outlay savings calculated for
case II are shown on Table III.3 in Appendix III. The principal

assumptions for this case are that:

-- indirect operating and support costs, such as base support and

other overhead costs, would vary in proportion to direct costs,

-- operating and support savings would occur in military personnel

accounts,




-- ship procurement plans would be delayed only for those ship~

types for which there are no shortfalls expected during the

19908, and

-- ‘aircraft in the Midway air wing would be reassigned as needed to

£111 shortfalls, rather than retired earlier than planned.

In this second case, estimated budget authority and outlay savings
for fiscal years 1990 through 1997 are about $2.6 billion, more
than doub;q the savings in case I. All of the budget authority
reductions, and most of the outlay savings, result ﬁrom reductions
in operating and support costs. Because ship constﬁuction plans
would be delayed for only those‘ship classes where #hortages are
not expectgd,.outlay savings for sbip construction 4mount to- only
about $320 million over the 7-year peridd. Fiscal Qeér 1989 ship
construction budget authority could be reduced by aﬁout $1.3
billion, but if the Navy is to achieve its ship con#truction goals
by 1997, these amounts would need to be authorized &y fiscal year
1994 resulting in no budget authority savings over the 7-year

period.

Because case II took into account aircraft shortages, direct
savings for the air wing were about $350 million. No budget
authority or outlay savings were calculated for theiA-GE Intruders
or EA~-6B Prowlers because of current shortfalls andgthere was only

a small savings for the F/A-18 Hornets. We assumedfthe A-6Es and



EA-6Bs from the deacﬁivated wing would be reassigned to offset
projected shortfalls of those airéraft in other wingq, and that the
F/A-18 Hornets would replace older A-7E Corsairs schéduled to be
retired in fiscal years 1990 through 1992. Air wingfoperating and
support savings occurred primarily because older SH-3H Sea Kings

and E-2C Hawkeyes were assumed to be retired earlier than planned.

CASE III

The principal assumptions we used for case III were that in
addition to direct operating and support costs for the Midway, the

Coral Sea, and the associated air wing:

-- all aircfaft~aasociated with the deactivated wing would be

retired or used to replace older aircraft which would be retired

rather than used to satisfy shortfalls;

-- the fiscal year 1989 procurement plans for new ships and
munitions associated with the 15th carrier battlegroup would be

postponed, including ships for which shortfalls are projected,

and

~- indirect operating and support costs, such as base support and

other overhead costs, would decrease proportionaﬁly with direct

costs.,




Based on these assumptions, we calculated potential budget
authority savings of $5.1 billion and outlay savings .of about $4.9

billion for the 7-year period. About $2.7 billion, or about 54

-percent, of the outlay savings would come from reducﬁions in direct

operating and support costs for the two carriers and:the air wing.
This consists of about $1.6 billion from deactivating the air wing,
$320 million from retiring the Coral Sea in mid-1990, and $700
million from retiring the Midway in mid-1992. The remainder of the
outlay savings comes from indirect costs ($1.8 billion) and from
costs avoided in ship construction and weapons procurement accounts
($470 million). These amounts are shown on Table III.4 of Appendix

ITT under the section labeled "Outlays.”

One impoftané assumption for estimating purposes wasjthat decisions.
would be made with sufgicient.léad-time to allow theasavings to
occur. - This is particularly important to achieve savings in ship
construction and weapons procurement. Assuming that the fiscal
year 1989 procurement plans could be postponed, we estimated that
about $2 billion could be saved in fiscal year 1989 budget
authority. However, as in case II, if the Navy is to achieve its
ship construction goals by 1997, these amounts would need to be
authorized by 1994. Thus, overall budget authority;savings for
ship construction and weapon procurement over the 7-year period is

Zero.




Outlays decrease in ship construction and weapons procurement
accounts by about $470 million over the'7—yeaz periodé but like
budget authority, there are no long term outlay savinés as outlays
are merely postponed until after 1997. This, of cour@e, assumes
that the Navy would heve 15 deployable carrier battlebroup after

1997.

Adopting the policy actions required to achieve the case III
savings would exacerbate the Navy's projected shortfall of ships
and aircraft. This depends on many factors, but as pointed out in
the Secretary of Defense's posture statement for fiscal year 1988,
even under the existing shipbuilding plan, the Navy will experience

a serious shortfall of combatants and support ships the 1990s. Our

: 0ctober 1987 classified reportl on the status of the Navy ] fleet

expansion efforts elaborated on this issue. It estimated that even

if the Navy were able to fully execute its shipbuilding plan, it
would be 52 ships short of its minimum force requirement for

carrying out the maritime strategy. Our report concluded that if
historical patterns prevailed, the shortfall may be as high as 76

ships.2 Copies of that report have been provided to the Committee.

lyavy ships: Status of the Navy's Fleet Expansion Efforts, GAO/C-
NSIAD-88-3, October 27, 1987. . :

2We analyzed 21 years of Navy experience in achievin shipbuilding
plans. The analysis showed that if the historical pattern of
authorization and funding prevails, shortfalls of certain ship
types may be greater than the shortfalls for which the Navy is
planning. ‘



COST TO OPERATE THE MIDWAY BATTLEGROUP

Mr. Chairman, you also asked us to calculate how mucb it costs

annually to operate and support the Midway carrier b%ttlegroup.

We calculated the annual operating cost in two different ways. We
first calculated ihe estimated cost to operate the Midway carrier
battlegroup as it is currently configured. Direct and indirect
outlays for this configuration are about $§1 billion.annually-—about
$620 million for direct costs and about $400 million for indirect
costs. We also calculated the cost to'operate and support a Midway
carrier battlegroup in the configuration that the Nayy would like--
what the Navy calls a notional configuration. Outla&s for this
type of configuration would run about $1.4’billion annually for
soth direct and indirect‘cdsts; Budget authority &obld be somewhat
higher than this due to the lower average spend-out &ates for some

accounts. These amounts are shown in Table IV.l in Appendix 1IV.

SUMMARY

In summary Mr. Chairman, the Navy officials with whdm we spoke made
it clear that the proposal to retire two aircraft c%rriers ahead of
schedule, and to wait until 1997 to have 15 deployaﬂle aircraft
carriers in the fleet, has implications for the Navﬁ's ability to
meet national security commitments. We haQe not evéluated the

security or maritime strategy ramifications of such{a decision.
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However, each of our 3 cases would impact ih some way the Navy's
force structure and the number of ships that will be‘available to

the fleet.

As I mentioned earlier, even with the Navy's curéent shipbuilding
plans, it will not have all the combatants and support ships it
needs to satisfy its battleforce requirements into the 1990s and
beyond. Continuing with the Navy's current shipbuilding plan--the
primary assumption for case I--would have the least negative impact
on the Navy's shortfall situation. It would generally not cause
the shortfalls to worsen, and indeed the remaining 14 deployable
carrier battlegroups may have greater warfighting capability than

they otherwise would have as new ships enter the fleet.

Case II would essentially maintain the status quo with regard to
the combat capability of the remaining 14 deployable carrier
battlegroups, but overall the Navy would have fewer ships in the
fleet than currently planned throughout the 1990s. jUnder case TII
assumptions, construction would only be delayed for ships not
expected to pe in a shortfall position. Thus, the Navy would
continue to improve its force goals, but at a slower pace than

planned.

If the assumptions we used to calculate our case IIl savings were
to be adopted as policy, the Navy may have greater shortfalls of

ships than currently projected in the latter part of the 1990's and

10



into the next century. The exteﬁt to which such a policy would
affect the shortfalls estimates ergnds mostly on future policy
choices that concern budget plané; but it also depenés to some
extent on whether the Navy can extend the service life of some

ships and whether construction time can be shortened.

This completes my prepared remarks. We would be pleased to respond

to any questions you may have.

11




APPENDIX I APPENDIX I

A_Comparison of DOD, CBO, and
GAO Estimates

In addition to GAO, the Congressional Budget Office and the
Department of Defense also calculated an estimated s#vings by
ietiring the Midway and Coral Sea ahead of schedule, and by

deactivating a Midway-type airwing. Figure I.l shows the range of

savings estimates calculated by each agency. This information is

shown in summary form in table I.l.
FIG. I.l. POTENTIAL SAVINGS ESTIMATES

Coral Sea and Midway Early Retirerment
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APPENDIX I

TABLE I.1 COMPARISON

ESTIMATES
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* APPENDIX I

OF DOD, CBO, AND GAO POTENTIAL QAVINGS

{a) Totals may vary due to rounding.

3Z2ZRLEWTTARTZXINTIRRES =
CBO Cases 8A0 Cases
Savings Categories i) 1 2 1 2 3
22ETAREEXTUNTIZTINZILEZTZLREZITRREEIN 3223 TBET: =
(fiscal year 1988 $ in billions)
BUDGET AUTHORITY
Direct O4S $1.300 $1,400 $2.600 $1.104 $1.593 $3.085
Indirect 045 - 0,400 1,400 - 1,029 2.0%9
Procursaent Cost Avoidance ——— - - ——— - -
Total (a) $1,300 $2.000 $3,.900 $1.104 $2.625 $°, 144
QUTLAYS
Direct 0L $1.100 $1,500 $2.500 $0.950 $1.372 $2.453
Indirect 045 - $0.400 1,300 - 0.906 1.804
Procuresent Cost Avoidance - - - - 0.320 0.458
" TOTAL (a) $1.100 $1.900 $3.700 $0.9%0 $2.598 $4.925
== F -4 E—— = ———

The different savings estimates for budget authority and outlays

are based on a wide range of assumptions for decreasing operations

and maintenance, military personnel, and procuremen& costs between

1989 and 1997.

estimates.

case I and CBO case 1I1I.

13

CBO's data can be used to calculate several

For ease of comparison, we categorized ghese as CBO

As with GAO's cases II and?III, CBO's case



APPENDIX I APPENDIX I

II assumed that personnel levels would‘be reduced. CBO's case I
assumed that manpower levels would remain constant, Es does our
first case. 1In general, CBO and GAO estimates diffe} because CBO
(1) used budget data from its Defense Resources Model and (2)
assumed new aircraft to £ill shortfalls would be purchased at
expected prices for buys planned for 1992. 1In contrast, GAO used
historical VAMOSC-Ships and VAMOSC-Air cost data to determine
potential air wing savings and considered aircraft shortfalls only
in cases I and II. DOD's estimate and our first case estimates
were similar. However, unlike our first case, the DOD estimate
assumed that (1) the Midway would be replaced by a Forrestal class

carrier in 1992 instead of 1997 and estimated the cost of altering

- base facilities in Japan to accommodate the larger carrier, and (2)

planned manpower would decrease. A summary of the differing

assumptions is in table I.2.

14




APPENDIX I

APPENDIX I

TABLE [.2 COMPARISON OF DOD, CBO, AND GAO ASSUMPTIONS

1- .

G&\O Case

Assunption DOD  CBO L o u 111
-- Operating and support cost

savings for Midway and Coral

Sea Yes Yes Yes Yes Yes
-- Estimate considers cost of

replacing Midway with

Forrestal class carrier Yes No No No No
-- QOperating and support cost

savings for air wing Yes Yes Reduced (b) Reduced (D) Yes
-= Military pcrionncl cost

savings (decreases in

planned manpower) Yes Yes (a) No Yes Yes
-- Marine Corps personnel

savings No Yes (a) No Yes Yes
-- Navy Reserve Personnel

savings No Yes (a) No No No
-~ Sea and flight pay savings Yes Yes Yes Yes Yes
== Indirect Cost savings No Yes No Yes Yes
~= Retired pay accrual

savings No Yes (a) No Yes Yes
~- Ship construction cost

savings (shipbuilding plans

change) No No No Reduced (c) Yes
~- Adrcraft procurement cost y

savings No No No No No
== Cost savings for munitions No No No Reduced (c) Yes

These assumptions applied only to CBO's Case I1I.

older aircraft, or are retired at ages now planned by the Nayy.

(a) CBO developed two sets of estimates which could be divided into various subsets.
(b) Air wing savings decreased as aircraft are reassigned to fill shortfalls, replace

(¢) Procurement savings decrease because ships and munitions prolurement plans are

reduced only for those requirements not expected to be in sh rt supply during the

1990s .
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APPENDIX II

ASSUMPTIONS. |
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APPENDIX II

To asgsess the range of estimated budgetary savings tﬁat would

likely be realized from implementing the COmmittee'siproposal,

various assumptions were made. The assumptions applicable to each

of the three cases are as follows:

Assumption

The Navy would operate and maintain one less aircraft
carrier and one less air wing than planned for the

period July 1990 through July 1997.

There would be no real growth in the budget after

fiscal year 1988.

Decisions to retire the carriers and decommission the
air wing would be made with sufficient lead time to

allow savings to accrue.

Retired ships and aircraft would be sold for salvage
(not mothballed) and retirement costs would equal the

salvage value.

Operating and support savings would occur in

Operation and Maintenance, Navy and Marine Corps;

16
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APPENDIX II I APPENDIX II

ASSUMPTIONS.

CASES

[{and

Weapons Procurement, Navy; Aircraft Procurement

Navy; and Other Procurement, Navy, accounts.

Operéting and support savings would occur in

Military personnel accounts.

Operating tempos would remain at the current level X

throughout the 1990s.

If not retired, the proportion of total aircraft , X
carrier funds allocated to the Midway and Coral Sea

would remain at the current level throughout the

1990s.

Activation and/or deactivation would occur at X
mid-year.

The Midway blister problem would not be corrected. X

Indirect Operation and Maintenance, Navy,

costs would vary in proportion to direct costs.

Indirect costs would not decrease if Navy operated X

and maintained one less aircraft carrier and wing.

17




APPENDIX II APPENDIX II

ASSUMPTIONS

CASES

B L

1990 through 1997.

Planned manpower level would remain constant in fiscal X
years 1990 through 1997, and Midway and Coral Sea

personnel would be reassigned to £ill shortfalls.

The Midway air wing would be decommissioned and
aircraft would either be reassigned to replace older

aircraft or retired earlier than planned.

Midway aircraft would either be reassigned to fill X
shortfalls, replace older aircraft, or retired

at ages now planned by the Navy.

Escort and under way replenishment ships would remain X
in the active force and would be reassigned to fill

shortfalls or retired at ages now planned by the Navy.

Procurement of new ships and muhitions would be
delayed and result in savings in the Shipbuilding
and Conversion, Navy, and Weapons Procurement, Navy,

accounts.

18
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APPENDIX II

ASSUMPTIONS

Costs avoided for new ships would be at

anticipated fiscal year 1989 prices.

Fiscal year 1989 procurement plans for Midway
battlegroup and underway replenishment ships would

be delayed until 1994 without considering shortfalls,

Shipbuilding plans would be delayed for only
those ships not expected to be in short supply

during the 1990s.

Planned munitions procurement for the 15th carrier

battlegroup would be delayed until 199s5.

Munitions procurement would be fully funded because
all items are assumed to be in short supply in the

1990s.

Ship procurement plans would be fully funded.

19

APPENDIX II

CASES
123
X X
X
X
X
X X
X




APPENDIX 111

TABLE 1I1.1. GUMMARY TABLE: FISCAL YEARS 1990 THROUGH 1997 ESTIMATED SAVINGS

APPENDIX 111

PryrIt PR IT T TR o P IS B T R P R S PR R P B PR P P T P AT A A R T AT I P

Savings Cateqory

DIRECT OPERATIONS & SUPPORT

Military Personnal, Navy (a) 0 $494 $833 0 $422 $734
Material & Other Services $1,100 1,100 2,228 $945 944 1,916
Blister Probles ib) 4 4 4 4 4 4
Total Direct 511104 $1,599 $3,085 $950 $1,372 $2,633
INDIRECT OPERATIONS & SUPPORT
Operations & Maintenance, Navy (c) 9 $879 $1,821 ¢ $7396 $1.366
Retired Pay Accrual _0_ 150 238 S 50 238
Total Indirect R 31,029 32,059 N $306 $1,804
COST AVOIDANCE IN PROCURENENT ACCOUNTS
Ship 0 0 0 0 $320 $458
Aasunitions 'R 2 Q. S 0 A0
Total Cost Avoidance 2 S 'R S $320 $a88
T0TAL {d) 511104 $2,623 33,144 $950 $2,598 $4,925
IBAERRETE t+ t 4 ‘

Budget Authority Outlays
smeemememmme  Cast Cage  -—--m-m-
l 2 3 2 3

(Fiscal Year 1988 Dollars in Millions)

coPriilit ittt s i i 3t e ]

{a) Direct Operations and Support silitary personnel costs are basic pay and allowances of Navy and Marine
Corps officers and enlisted personnel assigned to ships or the air wing. Excluded are pay and allowances
of officers and enlisted personnel assigned to shore bases, permanent change of station travel, retired
pay accrual and other personnel costs indirectly related to ship and air wing operations and support.

{b) Navy cost estimate for aodifying the U.5,8. Midway to help correct roll sotions and uet#ns probienss.

{ic) Operations and Maintenance, Navy base support costs indirectly related to the opnrationt of ships
and aircraft (i.e., base operations and support, real property saintenance, etc.)

{d} Totals say vary due to rounding.

20




APPENDIX 111 APPENDIX 11

TABLE 111.2. CAGE 1: ESTINATED COST SAVINGE
(FISCAL YEAR 1988 DOLLARS IN MILLIONS)

uunul“tuuunmmmmuunuuuulmnlmumsuunum-uunsa‘tnn

BUDBET AUTHORITY 1
DIRECT OLS (ODLMN,NPN,OPN,APN) - Total Nidway Total

Fiscal Direct Blister Estimated
Year : Coral Ses Midway Airving 111 Probles Cost
|M! L2 S22 ZIRLREALCTELINTTLITTRLSTEIZITREZ 22T
1990 $67 $0 $3% $102 $4 $106
1991 134 0 70 204 0 204
1992 ' 87 ] ] in 0 i
1993 0 111 28 138 0 138
1994 0 i 28 138 0 138
1995 0 11 8 138 0 138
199 0 11 28 138 0 138
1997 20 0B 4w ER—"]
TOTALS & g ;27-9 1,100 ti $1I104
SEERTERETRRERNEATI ISR AR LR LTLLETETRIRLERIZ
OUTLAYS
DIRECT OLS (OUMN,NPN,OPN,APN) Total Midway Total
Fiscal Direct Blister Estimated
Year Coral Sm Midway Afrwing - O . Probies Cost
23 ST LRBRTITTRLTITTRITSZEN!
1990 $58 $0 $30 488 $4 $92
1991 13 0 40 175 0 175
1992 58 48 42 147 0 147
1993 0 935 % 119 0 119
1994 0 95 4 119 0 19
199% 0 95 % 119 0 ‘119
1996 0 95 pl] 119 0 19
1997 2 L1} 2w 2 &
ToTas L #1000
285N sRazas
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COST TO OPERATE THE MIDWAY BATTLEGROUP:

In addition to estimating the potential savings avaiﬁable by
retiring the Midway and Coral Sea aircraft carriers éarly, we were
asked to calculate how much it costs annually to operate and

support the Midway carrier battlegroup.

The Navy has classified SECRET the exact make-up of both the
current and notional Midway carrier battlegroup. This data has
been provided separately to the Committee. In general, however, in
addition to the aircraft carrier, the current battlegroup is
composed of surface combatants, attack submarines, s¢pport ships, a
helicopter squédron, and an air wing composed primar#ly of A-6E and .
F/A-18 aircraft. The Midwaz;ﬁype notional battlegroﬁp is‘composed
of more capable surface combatants, submarines, a larger fleet of
underway replenishment ships-~along with helicopters--a larger
helicopter squadron, and the same air wing as in the‘current

configuration,

We calculated the annual operating cost in two diffe:ent ways. We
first calculated the estimated cost to operate the Médwax carrier
battlegroup as it is currently configured. This con%iguration
costs about $1 billion annually to operate and suppo%t. We also

calculated the cost to operate and support a notionaﬂ Midway
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carrier battlegroup configuration. Outlays for thisftype of
configuration would be about $1.4 billion annually fét both direct
and indirect costs. Funding requirements for the noéional
battlegroup are higher because this configuration inéorporates the
newer, larger, and more sophistic#ted escorts and heiicopters found
in Navy's fleet modernization plan. The total funding requirements
also include the additional escorts and supply shipsfnecessary to
meet the notional requirements for the underway replénishment group
that accompanies the Midway. Budget authority wouldgbe somewhat
higher ihaﬁ this due to the lower average spend-out rateé for some

accounts. These amounts are shown in table Iv.l, below.

TABLE IV.1: SUMMARY OF AMNUAL COST
T0 OPERATE AND SUPPORT A MIDWAY BATTLESROUP

Budget ‘
Authority Qutlays
Cost Current Notional Current Notional
Catagory
STTATTTIIS =38 i
~=-==e-w=—-~(Fiscal Year 1988 Dollars in Milliong)------vee--
DIRECT OPERATIONS & SUPPORT
Military Personnel $200 $280 $172 $244
Material & Other Services 324 747 i34 642
Total Direct 1) $1,027 562§ $883
INDIRECT OPERATIONS & SUPPORT
Operations & Maintenance, Navy $413 $367 . $35% 3488
Retired Pay Accrual W 71 51 7
Total Indirect $470 $644 $413 $565
TOTAL (&) S=IIZ‘ 3}1273 ‘!!gé; $1.44

as=N

(a) Totals may vary due to rounding.
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OBJECTIVES, SCOPE AND METHODOLOGY

Our objective was to determine the potential direct %nd indirect
budgetary savings for fiscal years 1990 through l997§that may
result from accelerating the retifement of the 9253l;§22 and the
Midway, and decommissioning a Midway-type air wing. This analysis
included determining potential ship construction and other
procurement éavings available by delaying fiscal year 1989 plans by
5 years. In estimatiné procurement cost avoidances, we considered
Navy acquisition plans, projected shortfalls of ships, aircraft,
and weapons, and substitution between new and older class ships.

We also estimated the total annual operating and support costs for
both a notional and currently configured aircraft carrier
battiegroup;'separately identifying expenditures fof the carrier,
escorts and underway replenishment ships and aircraft. Our Midway-
type battlegroup estimates included direct and indirect operating
and support costs in military personnel, operations and

maintenance, and procurement accounts,

Data sources used to calculate direct and indirect costs, and

procurement cost avoidances were:
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Navy's visibility and Management of Operating and Support Costs
Total Support System reports for ships and aircraét (VAMOSC~-
Ships and VAMOSC-Air), A

DOD budéet justification documents,

Navy cost analysis documents,

Navy's program plan and extended planning annex,

Navy's March 1985 and October 1987 Surface Ship Combat Systems
Magster Plans, and

GAO report, Navy Ships: Status of the Navy's Fleet Expansion

‘Efforts, GAO/C-NSIAD-88-3, October 27, 1987.

All cost data is shown in 1988 constant dollars using May 1987

inflation data from the "National Defense Budget Estimates for

- Fiscal Year 1988/1989" issued by the Office of the ASsistént

Secretary of Defense (Comptroller). Composite outlay rates were

calculated using DOD data, taking into account expenditures that

would occur from current year funding authority as well as funds

authorized in previous years.

VAMOSC reports provide a comprehensive and readily available single

source of actual operating and support expenditures for active

ships and aircraft. VAMOSC data elements, collected from various

budget and accounting reporting systems, parallel the operating and

27
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support costs elements and guidelines of the Office of the

Secretary of Defense (0SD) Cost Analysis Improvement:Group.

VAMOSC-Ships is an on line data base containing ten years of
historical data. It contains direct operating and support
expenditures for 21 ship types by class and hull number with data
broken down into 121 data elements. The Navy tests VAMOSC reports
yearly when new data sources and/or formulas are introduced into
the system, Our evaluation indicates that data elements are

relatively accurate and historically consistent.

VAMOSC-Air data are collected and prepared annually as hard copy
reports., These reports contain.direct_operating and%support
expenditures for every aircraft type, model, and serﬁéé in the Navy
inventory. Although the VAMOSC-Air reports are avaiiable from
fiscal year 1975, the format and data elements are nbt historically
consistent and only the data for fiscal years 1985 and 1986 meet

Navy verification standards.

In estimating direct operating and support costs, we examined
historical VAMOSC-ships data for trends by taking 3, 4, and 5 year
moving cost averages for both the Coral Sea and the Eidwax. The 5

year averages best smoothed out annual cost varianceg and were used
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for estimating direct operating and support costs and potential

budgetary savings for all ship types and classes.

We identified annual operating anq support cost dataifor all ships
and aircraft in the Navy's current and notional Midng battlegroup
configuration. At our request, the Navy's VAMOSC-Ships staff
prepared a special report entitled "Total Support System Report"
which presented fiscal years 1982 through 1986 operating and
support expenditures, averaged by selected ship types and classes
in our model. We aggregated cost data elements into three groups
to show operation and maintenance, military personnel, and

procurement expenditures.

All aircraft in the notional Midwai-air wing and on .the carrier
battlegroup escort and underway replenishment ships are represented
in our model. Because historicaily consistent data were not
available for aircraft operating and support costs, direct aircraft
operating and support costs were estimated using average fiscal
year 1985 and 1986 VAMOSC-Air reports.‘ Since the Midway
battlegroup is home-ported in Japan, we used the Pacific Fleet cost
data and weighted the variable costs by flying hours to calculate
the 2 year average. Notional aircraft figures were multiplied by
1.5 to factor in additional operation and maintenance and

procurement costs associated with fleet readiness squadrons, the
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maintenance pipeline, and attrition. A factor of 1.25 was used for

additional military personnel costs.

Estimates of indirect operating and mainten#nce costes were
developed from both VAMOSC and Navy budget data. Although VAMOSC
reports accounted for almost all direct operating and support
expenditures, VAMOSC captured only those costs that could be easily

allocated to specific ships and aircraft.

We reviewed the Operations and Maintenance, Navy (0&M, N) budget
justification data to determine whether direct and indirect costs
were identified separately. Certain budget activities such as base
opgtating support and real property maintenance were clearly
distinguishable as indirect costs. Other budget categories, such
ag field operations and procurement support, contained a mixture of

direct and indirect costs.

We compared data elements in the VAMOSQ reports and the budget
documents and found that the 0&M,N budget line items do not
correspond to the data elements in VAMOSC reports. However, after
a detailed review of data elements, we could not idehtify any
direct O&M,N expenditures that may have been omittedifrom VAMOSC

reports.
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Based on this analysis, and discussions with Navy ané other
financial managers, we concluded that it was reasonaéle to assume
VAMOSC reports contained all direct operation and maintenance |
expenditures. Thus, we calculated total indirect o&ﬁ,N costs as
the difference between total O&M,N budget outlays and VAMOSC
operation and maintenance expenditures (for both ships and
aircraft). The ratio between the total indirect 0O&M,N and the
total VAMOSC operating and support outlays for fiscal years 1985
and 1986 was then applied to individual ships and aircraft in our

cost model.

To estimate indirect military personnel costs we used military
personnel line items in budget documents and VAMOSC data elements.
We found that VAMéSC reported only 36 percent of fis%al year 1986
Milita;y Personnel, Navy (MPN) expenditures. MPN liﬁe items
indirectly associated with the operation and support;of ships and
aircraft omitted from VAMOSC reports included retireé pay accrual
as well as basic and special pay categories for thosé military

personnel assigned to shore bases.

We calculated average retired pay accrual for officers and enlisted

1

personnel assigned to the individual ships and assocﬁated aircraft.

These calculations are based on fiscal year 1988 and§1989 budget

justification documents which show that retired pay Eccrual equals
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about 50 percent of basic pay for all military persoénel. Using
actual fiscal year 1986 expenditures (ihflated to fiécal year 1988

4
i
4

constant dollars) this indirect cost was allocated proportionally

1
!
|
1
'

to individual ships and aircraft in our cost model.

Our estimates include payments from MPN to the military retirement
fund, but exclude the retired pay accrual for military personnel
assigned to shore bases that support the battlegroups. Because
data does not distinguish between personnel directly supporting
battlegroup‘operations and those that support other Navy functions
(e.g., research and deve;opment or procurement of ne@ ships, etc.),
our cost estimates also do not include the basic pay and special
pays for military personnel assigned to shore'bases.i This resulted
in a-cdnservativé estimate of potential savings for indirect MPN

expenditures.

Several options existed for calculating the estimated reductions in
the Navy's shipbuilding and munitions budgets. For example, for
case II we calculated procurement savihgs taking into account
shortages of both ships and munitions and substitution criteria.

We estimated shortages by comparing current force levels with force
requirements listed in the Navy's October 1987 Surfabe Ships Combat
Systems Master Plan. Savings decreased when we considered

shortfalls, but were unaffected when we considered substituting'
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older ships for new ships. There were no munitions éavings when we

q
i

considered shortfalls.

In case III, we analyzed the poteptial budgetary savings in the
Shipbuilding and Conversion, Navy (SCN) and Weapons érocurement,
Navy (WPN) accounts assuming that (1) escorts and underway
replenishment ships serving the Midway would be reasgigned, and (2)
fiscal year 1989 planned procurement of ships and muﬁitions needed
for the 15th battlegroup would be postponed until 1994. This
savings option would produce outlay savings between 1989 and 1994,
and also provide 4 years to meet the 1997 ship requiiements.
Outlay savings decrease sharply in fiscal year 1994 when ship
expansion plans would resume. Procurement cost avoi?ance estimates
consider offsetting expenditﬁreé in later ye;rs. but?do not
consider advance procurement funds appropriated in years prior to

fiscal year 1989.

This analysis identified ships the Navy could avoid purchasing in
fiscal year 1989 that are part of the hotional battlegroup (as
defined in the October 1987 Surface Ships Combat Syskems Master
Plan) without considering whether any of these shipsiare in short
supply. We also calculated the savings associated %ith postponing
the procurement of ship munitions. These savings reﬁresent the

value of threat munitions, self defense weapons and'fesupply on
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ships that, under this scenario, could be deleted'from the fiscal

year 1989 WPN budget plan.
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